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Learning objectives

1.

Understand the relationship between starting valuations and
future investment returns.

Articulate why the current market environment is likely to lead
to disappointing outcomes for passive investors, especially
those searching for true diversification.

Understand why blending an uncorrelated manager with a
clients existing portfolio can improve overall performance.
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Reality: GDP Growth Does Not Drive Equity Returns in DMs .

Annualised real stock returns and real per capita GDP growth (19007 2019)
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Source: i Wh Klatters More for Emerging Markets Investors: Economic Growth or EPS Gr o w t(Ma9, @022) by Jason Hsu, Jay Ritter, Phillip Wool, and Harry Zhao. The chart represents the geometric average annual per
capita GDP growth and stock returns for each respective country from 1900 to 2019. Data on real per capita GDP for 1900 to 2011 comes from Maddison P r o0 j egdppdssries, and for 2012 to 2019, from the IMF and the
Population Reference Bureau. Stock returns are from Dimson, Marsh, and Staunton (2020), expressed in local currency terms. DM = Developed Markets.
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High starting valuations tend to produce low subsequent returns y

Topix 500 index average starting P/E ratio, by quintile, and average subsequent 10-year annualised returns, 1990-2024
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31 Dec 2024 | Source: LSEG Datastream, LSEG I/B/E/S Estimates, Orbis. Statistics are compiled from an internal research database and are subject to subsequent revision due to changes in methodology or data cleaning.
P/E is calculated as a weighted median for each quarter in the period and is based on LSEG I/B/E/S Estimates for EPS in the current fiscal year



US shares: outlook for real returns y
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30 Nov 2024 | Source: LSEG Datastream, LSEG Worldscope Fundamentals. This chart uses weekly data from January 1986 to show the starting price-to-revenues multiple for the shares in the S&P 500 and their four-year
subsequent real return. Statistics are compiled from an internal research database and are subject to subsequent revision due to changes in methodology or data cleaning.
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Broad stockmarkets have rarely been more expensive

Stockmarket valuation percentile for 12 long-term measures, plotted from 1970
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US price to cyclically-adjusted earnings?
US equity risk premium?

US price to book?

US price to cash flow3

World price to earnings*

World equity risk premium#

World market cap to GDP*

World price to book®

World price to cash flow®

World enterprise value to sales’
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World enterprise value to invested capital”

31 Mar 2025 | Source: Robert Shiller, Kenneth French, World Bank, International Monetary Fund, LSEG Datastream, LSEG Worldscope Fundamentals, Orbis. Percentiles calculated over the full history for each measure. US
measures included with dotted lines when they significantly extend the history. Cyclically-adjusted price-earnings ratio uses the average of ten years of inflation-adjusted earnings. US equity risk premium is the cyclically-adjusted
earnings to price of equities minus the yield on a 10-year US Treasury note. World equity risk premium is the trailing earnings to price of developed stockmarkets minus a blend of 10-year bond yields for the US (50%), Europe
(35%), and Japan (15%). World market cap to GDP calculated using the market capitalisation of developed stockmarkets and the gross domestic product in current USD of high-income countries. Enterprise value measures for
developed market non-financial companies. EBITDA is earnings before interest, tax, depreciation, and amortisation. * from 1900. 2 from 1926. 3 from 1951. 4 from 1973. > from 1975. 6 from 1980. 7 from 1986.



Broad stockmarkets have rarely been more expensive y

Stockmarket valuation percentile for 12 long-term measures, plotted from 1970
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31 Mar 2025 | Source: Robert Shiller, Kenneth French, World Bank, International Monetary Fund, LSEG Datastream, LSEG Worldscope Fundamentals, Orbis. Percentiles calculated over the full history for each measure. US
measures included with dotted lines when they significantly extend the history. Cyclically-adjusted price-earnings ratio uses the average of ten years of inflation-adjusted earnings. US equity risk premium is the cyclically-adjusted
earnings to price of equities minus the yield on a 10-year US Treasury note. World equity risk premium is the trailing earnings to price of developed stockmarkets minus a blend of 10-year bond yields for the US (50%), Europe
(35%), and Japan (15%). World market cap to GDP calculated using the market capitalisation of developed stockmarkets and the gross domestic product in current USD of high-income countries. Enterprise value measures for
developed market non-financial companies. EBITDA is earnings before interest, tax, depreciation, and amortisation. * from 1900. 2 from 1926. 3 from 1951. 4 from 1973. > from 1975. 6 from 1980. 7 from 1986.



Stockmarkets

Broad stockmarkets have rarely been more expensive  [Hissta y
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Stockmarket valuation percentile for 12 long-term measures, plotted from 1970 89 4
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31 Mar 2025 | Source: Robert Shiller, Kenneth French, World Bank, International Monetary Fund, LSEG Datastream, LSEG Worldscope Fundamentals, Orbis. Percentiles calculated over the full history for each measure. US
measures included with dotted lines when they significantly extend the history. Cyclically-adjusted price-earnings ratio uses the average of ten years of inflation-adjusted earnings. US equity risk premium is the cyclically-adjusted
earnings to price of equities minus the yield on a 10-year US Treasury note. World equity risk premium is the trailing earnings to price of developed stockmarkets minus a blend of 10-year bond yields for the US (50%), Europe
(35%), and Japan (15%). World market cap to GDP calculated using the market capitalisation of developed stockmarkets and the gross domestic product in current USD of high-income countries. Enterprise value measures for
developed market non-financial companies. EBITDA is earnings before interest, tax, depreciation, and amortisation. * from 1900. 2 from 1926. 3 from 1951. 4 from 1973. > from 1975. 6 from 1980. 7 from 1986.



FTSE World Index - Quadrants y
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31 Dec 2024 | Source: Orbis. For illustrative purposes only.
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FTSE World Index - Quadrants
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Quadrant examples y
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31 Dec 2024 | Source: Orbis. For illustrative purposes only.
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Quadrant examples y
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31 Dec 2024 | Source: Orbis. For illustrative purposes only.
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31 Dec 2024 | Source: Orbis. For illustrative purposes only.
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Under the microscope: FTSE World Index in March 2025 y
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31 Mar 2025 | Source: Various industry sources, Company information, Orbis. Statistics are compiled from an internal research database and are subject to subsequent revision due to changes in methodology or data
cleaning. Each circle represents a constituent stock of the FTSE World Index. Area of circle represents relative weight of each stock in the FTSE World Index. Stocks in the FTSE World Index are ranked based on their
valuations (normalised earnings yield, free cash flow yield and book to price, based on trailing 12 month fundamentals) and their beta to a basket of global bond yields (as a proxy for cyclicality).
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Under the microscope: FTSE World Index in March 2025
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31 Mar 2025 | Source: Various industry sources, Company information, Orbis. Statistics are compiled from an internal research database and are subject to subsequent revision due to changes in methodology or data

cleaning. Each circle represents a constituent stock of the FTSE World Index. Area of circle represents relative weight of each stock in the FTSE World Index. Stocks in the FTSE World Index are ranked based on their
valuations (normalised earnings yield, free cash flow yield and book to price, based on trailing 12 month fundamentals) and their beta to a basket of global bond yields (as a proxy for cyclicality).
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Under the microscope: FTSE World Index in March 2015 y
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31 Mar 2015 | Source: Various industry sources, Company information, Orbis. Statistics are compiled from an internal research database and are subject to subsequent revision due to changes in methodology or data
cleaning. Each circle represents a constituent stock of the FTSE World Index. Area of circle represents relative weight of each stock in the FTSE World Index. Stocks in the FTSE World Index are ranked based on their
valuations (normalised earnings yield, free cash flow yield and book to price, based on trailing 12 month fundamentals) and their beta to a basket of global bond yields (as a proxy for cyclicality). 23



